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REDISTRIBUTING U.S. FARM PROGRAM BENEFITS 

Robert Reinsel, John Craven, and Joyce Allen 


Current farm programs directly pay producers of certain crops according to 
how much of the crop they produce, with larger participating producers 
receiving larger payments. The massive size (Did concentrated distribution of 
direct payments under the 1985 Food Security Act have prompted suggestions 
to alter the distribution and amount of payments. Three methods have been 
recommended for reducing costs and making assistance to agriculture more 
equitable and efficient: " capping " ( limiting payments), "targeting" ( basing 
eligibility on need), and "decoupling" (separating payments from production). 


Dissatisfaction with current farm programs stems from the high government costs of 
these programs, especially at a time when Federal deficits are huge. Members of the 
farm community have long been aware that these programs result in excess production, 
large storage programs, attempts to idle acreage, and subsidies in domestic and export 
markets. The massive size and concentrated distribution of income subsidies have forced 
the issues to the attention of a wider public audience, leading many to conclude that 
current programs are not redistributing income in an appropriate manner or may not be 
needed to redistribute income. Many methods for cutting government costs of supporting 
farm income have been suggested. This bulletin explains three of them. 
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DEFINING THE OPTIONS 

The most frequently discussed options for changing benefit distribution are targeting, 

capping, and decoupling: 

o C ap ping. Capping limits the program’s size and/ or sets the maximum benefit 
per participant, allowing all producers of program commodities to receive some 
benefits. Payments are still based on the amount of production of specific 
commodities, not on income or wealth. All participants are allowed to receive some 
benefits up to a maximum. Unlike current programs, a capping program limits 
benefits large producers receive. Benefits to small producers are not changed. 

o Targeting. A targeting program provides cost, income, risk protection, or 
other aid to producers. Eligibility is designated by law or regulation according to 
criteria that define the ’’need" or purpose for giving such help. Thus, targeted 
programs clearly specify objectives and sharply define who is eligible. The type and 
amount of program benefits are also specified. Targeting redistributes income from 
one group to another and reduces ambiguity in the program's intent. 

o Decoupling. A decoupling program separates income subsidies from 
commodity production. Eligibility is based on previous participation in programs and 
volume of commodities produced. Decoupling proposals are often intended to help 
previous program participants adapt gradually to a market-oriented agriculture by 
making transitional income payments. Under some decoupling plans, income support 
would be phased out, while nonrecourse loan programs (see Glossary) would be 
retained as a "safety net." 
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People often confuse the meanings of these terms. For example, proponents of a program 
to ’'target’' benefits are often not really talking about a targeting program at all. They 
are really suggesting that a limit, or cap, be placed on the amount of benefits to 
producers, not that a needs-based (targeting) program replace the commodity-based 
program. 


HOW DO CURRENT PROGRAMS DISTRIBUTE BENEFITS? 


Most farm programs under the Food Security Act of 1985 are direct descendants of 
programs of the 1930’s and are oriented toward commercial producers of "basic" 
commodities (originally com, wheat, cotton, tobacco, and rice). Within limits, the more 
of a commodity a producer grows, the more assistance the producer receives. 

Current programs subsidize producers through price support payments and direct income 
payments. Payments are based on quantity produced, except that a cap (payment limit) is 
placed on the amount of direct payment a producer can receive. However, farm 
businesses may have many producers, so caps on the amount of subsidy to farm businesses 
are not always effective. Thus, ambiguity in the definition of farmers, producers, and 
businesses allows the amount of program benefits going to a business to exceed the limit 
specified by the payment cap. 

Current programs make it more profitable to produce commodities that qualify for 
subsidies. Therefore, more of these commodities are produced than would be if no subsidy 
were present. At the supported market price, more of the commodity is available than 
buyers want. The excess production on participating farms is usually stored through the 
Commodity Credit Corporation (CCC) or Farmer-Owned Reserve (FOR) and is often 
forfeited to the Government in payment for these loans. 
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Problems inherent in farm programs have raised concerns about the purpose and 
effectiveness of these programs throughout their history. According to a 1945 article in 
the Journal of Farm Economics (see reference on p. 13), traditional agricultural price 
policies produce certain dilemmas. The purpose of the policies is to raise domestic 
agricultural market prices enough to satisfy farmers and their political representatives 
with the resulting income. In short, the policies guarantee farm prosperity through 
governmental manipulation of market prices. When the Government raises market prices, 
the commodities are priced out of domestic and international markets. Thus, the 
Government must buy and hold ever-increasing stocks, unless it can reduce domestic 
output enough to eliminate surpluses. The Government is inevitably driven towards 
subsidizing exports and domestic consumption and restricting domestic production. Thus, 
traditional agricultural price policies protect farm income at a heavy cost to domestic 
and international markets. 

Historical evidence accumulated over the last 50 years supports the article’s analysis. 
Production of more than could be sold at the support price and accumulation of large 
grain stocks have been chronic problems since inception of the programs. Various storage, 
land— idling, and export subsidy programs have been needed to meet the price and income 
support objectives. Also, other programs, including School Lunch, Food Stamp, and 
commodity distribution programs, have been implemented to subsidize, at least partially, 
domestic consumption of farm commodities. 
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IDENTIFYING THE ISSUES 

Concern over the effectiveness of current programs continues partly because the 
programs are not focused on specific problems (namely, stock buildup, low prices, high 
subsidies, too little help for low-resource, low-income producers, and excessive 
variability in commodity prices). Lack of clear objectives and methods for reaching these 
objectives is partly the result of sharply divergent views among farmers and their 
congressional representatives about the "correct" distribution of benefits. Ambiguity in 
farm program objectives allows individuals not familiar with details of the programs or 
with the diversity in U.S. farming to accept the programs as a way to reach their own 

objectives. 

For example, many people believe that by supporting farm programs, they support the 
income of all farmers and insure a ready supply of food. Yet, the United States has never 
had a food security problem; the U.S. problem has been one of abundance rather than 
scarcity. Others believe that program funds are transferred primarily to small farms. 

Yet, larger benefits go to larger farms. Some believe that the programs will keep farmers 
on the farm. Yet, during the history of farm programs, over 4 million farms have 
disappeared. Still, farm programs can be considered a source of support for the farm 
sector. 


Farm programs channel money to rural communities through commercial producers of 
program commodities. Producers spend the money, which is circulated by the market, 
thereby raising incomes throughout the rural community . Redefining the criteria under 
which farmers can receive benefits may affect not only farmers but input suppliers, 
bankers, marketing firms, and others in rural communities. Thus, program changes have 
usually been designed to restrict or enhance total costs or benefits without altering 
distribution of benefits among producers, congressional districts, or potential 
beneficiaries. Newer programs have been appended to the old to limit the undesired, 
indirect effects. Thus, current farm policy provides longrun income support to producers 


of program commodities. 
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A change in the way benefits are distributed would imply program objectives that clearly 
specify who should receive end and how much they should receive. Such a change would 
mean a new direction in policy. 


CAPPING CURRENT PROGRAMS 


Capping is frequently recommended for changing benefit distribution. Capping addresses 
two important issues in the debate over programs: payment size and program costs. 
Effectively limiting payments received to the cap level provides a sense of equity and 
removes the appearance of excessive payments. For the most part, caps modify 
distribution slightly by preventing large producers from getting as much as they would 
have without the cap. Caps do not give small producers more assistance. 

Figure 1 shows the effects of a hypothetical capping program on benefit distribution by 
production class. The production class axis represents a range of bushels or some other 
unit of production, with "a" being the lowest amount and "e" being the highest. Under a 
capping scheme, larger producers get fewer dollars but continue to receive support. 
Capping proposals receive widespread support because of their intent to eliminate very 
large payments to a small number of very large producers. Capping does not alter the 
geographic or commodity distribution of benefits. 

Caps do not provide aid based on need. Payments are still made to those who produce 
program commodities. However, caps have been legally circumvented in the past and, 
therefore, have not been very effective. Under current programs, the larger the potential 
deficiency payment (see Glossary), the greater the possibility of producers encountering 
the cap and, thus, reorganizing to avoid it, especially if the cost of reorganizing is smaller 
than the potential gain. Caps also discourage large 
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producers from participating, thereby making the program goals of supply control and 
price support more difficult to reach. Thus, caps potentially increase the use of CCC 
loans by program participants and the likelihood of forfeiture of the loan as payment. 


IDENTIFYING TARGETS 

Farmers are often viewed as "free and independent tillers of the soil" who provide all of 
the factors of production. This view of farming, as the task of an individual rather than 
the action of a business firm, often leads to conflict between the welfare and business 
objectives of farm policy. Firms that lease land or capital to producers; own common 
stock in a corporation engaged in farming; manage a business that supplies inputs, 
produces the crop, and markets it to consumers; contract to produce a crop for someone 
else; and provide credit are often viewed as competing unfairly with the family farmer. 
But, farms have evolved from many units providing a subsistence living for farm families 
to businesses contracting in commercial markets and managing the resources of other 
firms and individuals. The commitment of the owners and managers of these businesses to 
farming is determined by the rate of return on their investment, not by the need to be 
self-sufficient in producing food for their families. 

Farm managers and coordinators are not the only recipients of the returns to farm 
businesses. Ownership of the resources (land, labor, and capital) extends beyond farm 
managers and coordinators. Through the contracts that are essential to modem 
agriculture, price and income support benefits of commodity-based programs are 
distributed to landowners, stockholders, partners, limited partners, lenders, and input 
suppliers as well as to farm managers That is, the returns to agricultural production, 
whether from the market or from government subsidies, are distributed to the factors 
that made these returns possible. 
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Few people rely on participation in farm businesses for their sole source of income. If 
individuals, rather than businesses, are to be the target for aid, then income and wealth 
from all sources, not just farming, should be the basis for deciding on their need for public 
assistance. Targeted income programs for people engaged in agriculture would be no 
different than programs that provide aid for people in other sectors of the economy. 


A shift to targeted programs would require a consensus on how to redistribute income 
away from current recipients to other groups that the majority agree are valid targets. 
Should redistribution be related to the income of individuals, or to the number, size, and 
economic viability of business units? Should redistribution be related to economic 
efficiency, equity in income distribution, some concept of economic justice, or to a belief 
about the value of retaining a large farming population? For example, it is often believed 
that family farms are in danger of extinction and that the Nation needs a farm policy that 
favors family farms more than other types of farms. Yet, no programs clearly and 
unambiguously provide aid to family farms. 

Family farmers are not a homogeneous group that can be easily identified. They vary 
from large to small, crop farmer to dairy farmer, wealthy to poor, and efficient to 
inefficient. In other words, the debate concerns whether or not those who earn most of 
their income from agricultural production by contributing labor (either fieldwork or active 
management) should be favored over those who contribute only land or capital. 

If the longrun economic viability of farm businesses, rather than farm living, is of most 
concern, then issues of market performance, the function of prices in signaling the need 
for more or fewer resources, and market structure must be clearly focused. Targeted 
programs directed to specific types or sizes of business would suggest strong societal 
preferences for a specific level of efficiency and a specific structure of the sector in 
terms of the number and size of firms. Such aid would suggest that more of those types 
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of firms were needed to fulfill some societal objective that could be attained by altering 
the structure of agriculture. For example, a goal might be to target aid to producers 
experiencing short-term problems because of poor weather conditions. Programs for this 
purpose could include subsidized low-interest loans for borrowers experiencing a crop 
failure or subsidized crop or income insurance. Programs providing income support to 
low— income people could include direct cash transfers, food stamps, commodity 
distribution programs, a negative income tax, or a whole farm retirement program to help 
them get out of agriculture and find nonfarm employment. 

Figure 2 shows the effects of two hypothetical targeting systems. The income axis 
represents a set of classes for some measure of income to the individual or firm, with "a" 
being the lowest income and "b" being the highest income. System I concentrates 
payments in a narrow range of income classes and does not provide benefits to the lowest 
or highest income classes. System II provides benefits to only the classes receiving the 
lowest income. The choice of recipients in such systems is a value judgment. Targeting 
systems could use wealth or other measures as the primary criteria. 

The Conservation Reserve Program, created under the Food Security Act of 1985, is an 
example of a targeted program with a societal goal that is not based on either individual 
or business needs. The program's goal is to reduce soil erosion by encouraging farmers to 
convert land to permanent cover. Those with highly erodible land may bid for payments 
that would allow them to stop producing on such land and still receive income from it. 
Those who continue to farm highly erodible land after 1990 will be excluded from 
receiving subsidies from other programs. The Conservation Reserve competes with 
current commodity programs by providing an alternative to continued production of 
program crops as a source of income. However, income support payments under the 
commodity programs are more favorable than under the Conservation Reserve, so farmers 
are not readily accepting the Reserve as a viable alternative income source. Diminishing 
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the conflict between the two programs could significantly reduce government costs and 
shift the distribution of benefits among participants without changing overall geographic 
distribution. 


DECOUPLING FROM INCOME SUPPORT 

A fundamental issue with respect to decoupling is whether producers of program 
commodities deserve special consideration for income support. In contrast to targeting or 
capping, decoupling separates payments from current commodity-based programs. Some 
people question the need for income support to the farm sector and often promote 
decoupling as a transitional program to ease the shock of eliminating the support. 
Decoupling is usually proposed as a series of graduated reductions in the level of support 
without necessarily changing the relative distribution among regions or commodities. 
Proponents of decoupling view it as a fundamental change from the historical income 
support objectives of farm programs to a low-level "safety net" that responds only to 
dramatic excess supply conditions. Markets would be expected to clear after several 
years. 

Figure 3 shows a hypothetical decoupling scheme by production class that would phase 
down benefits over a 4-year period. The scheme would lower the level of payments and 
only slightly alter the distribution by production class. 


FURTHER CONSIDERATIONS IN ESTABLISHING ALTERNATIVE PROGRAMS 

Proposals for redistributing benefits through targeting, capping, and decoupling can take a 
variety of forms that reflect the value judgments, assumptions, and policy perspectives of 
those who developed the proposals. Rules for operating such programs are seldom fully 
specified by law. Administrative regulations define final operating rules. The group 
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specified under the regulations is entitled to benefits by meeting the eligibility criteria. 
Those excluded by the criteria often have an incentive to reorganize their legal and 
economic affairs so that they meet the requirements. Therefore, to insure that 
requirements are being met, program managers develop enforcement programs to prevent 
those who are not qualified from receiving benefits. Enforcement of the rules to limit 
participation in targeted programs often varies, depending on the accumulated power of 
those who receive the benefits. 

Only those meeting specified criteria receive assistance under an ideal targeting 
program. But, in reality, the need to get support for a majority vote (political 
expediency) often broadens the scope of programs to include many of those who were not 
covered by the original program. That is, the margins of programs have a tendency to 
shift and include a larger number or different group of participants than originally 
intended. For example, in 1935, the Resettlement Administration was created to manage 
an adjustment program designed to move low-income, low-resource farmers out of 
agriculture. Assistance was targeted to those who had too few resources to provide an 
adequate living. The program was abolished before 1940. But, the people and funding 
were transferred to the Farm Security Administration, which made loans to tenants to 
help them buy land so they could become owner-operators. In the late 1940’s, the 
Farmers Home Administration was created out of the Farm Security Administration to 
help low-income, low— resource farmers who had been refused credit elsewhere to obtain 
either direct or insured loans to buy land and operating items. Thus, a program to reduce 
excess capacity by helping producers leave farming evolved into a program to retain 


farms in the sector. 
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CONCLUSIONS 

Capping, targeting, and decoupling are supported by people with widely different 
philosophical interests and perspectives about the need for farm programs. The factors 
that unify these people are high program costs and evidence of large payments to a few 
producers. The shortrun solution will likely be a set of programs that respond most 
directly to these problems. 

In the long run, the proposals will more clearly identify how assistance is to be provided 
and how they will alter the distribution of income. And, they will identify why it is 
desirable for society to maintain more resources in agriculture than the market 
determines, or why it is desirable to aid the exit of people and land from agricultural 
production. 


FOR ADDITIONAL INFORMATION... 

Contact Robert Reinsel (202/786-1780), Commodity Economics Division, Economic 
Research Service, U.S. Department of Agriculture, Room 912, 1301 New York Avenue, 
NW., Washington, DC 20005-4788. 

Also see... 

Bennett, Merrill K. "A Price Policy for Agriculture, Consistent With Economic Progress, 
That Will Promote Adequate And More Stable Income From Farming," Journal of Farm 
Economics, Vol. XXVII, No. 4 (Nov. 1945), pp. 790-1. 
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GLOSSARY 

Deficiency payment. Government payment made to farmers who participate 
in feed grain, wheat, rice, or cotton programs. The payment rate is per bushel, 
pound, or hundredweight, and is based on the difference between a target price and 
the higher of either the market price or the loan rate. 

Loan rate. The price per unit (bushel, bale, or pound) at which the Commodity 
Credit Corporation (CCC) will provide loans to farmers to enable them to hold 
their crops for later sale. 

Marketing loan. Authorizes producers to repay their nonrecourse loans at a 
lower market level. 

Nonrecourse loans. Allows eligible producers to obtain a loan at the 
C C C-established loan rate by pledging crops in storage as collateral. These price 
support loans enable farmers to hold their crops for later sale. If the market price 
remains below the CCC loan rate, the producer can settle the loan by turning the 
stored commodity over to the Government. The Government has no recourse but 
to accept the commodity as complete settlement for the loan, 


Target price. A unit value level established by law for wheat, feed grains, 
rice, and cotton representing a gross return level that supports income for the 
commodity at a politically acceptable level. If the market price falls below the 
target price, an amount equal to the difference (but not more than the difference 
between the target price and the loan rate) is paid to participating farmers as a 


deficiency payment. 
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Current debate on farm policy is based on conflicting reactions to the 1985 Food 
Security Act. A decision made on behalf of one group may have unanticipated or 
adverse effects on others. This bulletin and others listed below are part of a series 
published by USDA’s Economic Research Service aimed at informing those debating 
farm policy about the highly interrelated nature of agricultural policymaking. For 
more information on upcoming bulletins, write to USDA-EMS Information, Room 
237, 1301 New York Avenue, NW., Washington, DC 20005-4788. 

o Choices for Implementing the Conservation Reserve (AIB-507) 
o Assistance to Displaced Farmers (AIB-508) 
o Economic Growth Agricultural Trade, and Development 
Assistance (AIB-509) 

o New Approaches to Financing Long-Term Farm Debt (AIB-511) 
o Paying for Marketwide Services in Fluid Milk Markets (AIB-514) 
o Increased Role for U.S. Farm Export Programs (AIB-515) 
o Trade Liberalization in World Farm Markets (AIB-516) 
o Effects of Monetary and Fiscal Policy on U.S. Agriculture (AIB— 517) 
o Challenges in Designing U.S. Farm Policy (AIB-518) 
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